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“Guidelines to Standardize Measures of Costs and Benefits 
and the Format of Accounting Statements”

Introduction

These Guidelines are designed to help you, our regulatory agencies, do your job more effectively.  They
also will help us standardize the way we measure the benefits and costs of federal regulatory actions.

Why do we need to do Economic Analysis?

An economic analysis helps you evaluate the consequences of regulatory action.  It provides a formal
way of organizing the evidence on the key effects -- good and bad -- of the various alternatives you are
considering in developing the regulation.  This allows you to assess whether the benefits of an action are
likely to outweigh the costs.  Your evaluation of the consequences of alternative regulatory and non-
regulatory actions helps direct resources -- those of society as a whole as well as for your agency --
toward the greatest social good.

Your economic analysis also informs others -- other parts of the Executive Branch of the Federal
government, Congress, regulated entities and the public -- of the effects of your action (and assures
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1 The Ashadow price@ of capital is the opportunity cost of diverting capital from one use
to another.  For a discussion of the shadow price approach, see Discounting for Time and Risk
in Energy Policy by Robert C. Lind.
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You should discount the constant-dollar benefits and costs that occur in different years to present
values before combining them to get overall Tj
0 27  T.0h0osts tha deflate (that is, divide)0 27  T. and



2 An equivalent approach is to determine the future value of costs as of the time you
expect the benefits to occur.    

-8-

Generally, economists do not adjust discount rates to account for the uncertainty of future benefits and
costs.  You should deal with risk and uncertainty using the principles presented in Section D.1 below,
not by changing discount rates.  Also, you should not adjust the discount rate for expected changes in
the relative prices of goods over time.  Instead, you should include directly any expected changes in



3The hedonic technique allows analysts to develop an estimate of the price for specific attributes
associated with a product.  For example, houses are a product characterized by a variety of
attributes including the number of rooms, total floor area, and type of heating and cooling.  If
there is enough data on transactions in the housing market, it is possible to develop an estimate
of the implicit price for specific attributes, such as the implicit price of an additional bathroom or
for central air conditioning.  This technique can be extended, as well, to develop an estimate for
the implicit price of public goods that are not directly traded in markets.  For example, the
analyst can develop implicit price estimates for public goods like air quality and access to public
parks by adding measures for these attributes to the hedonic price equation for housing.
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• Include a schedule of monetized benefits that show the type and timing of benefits and express the
estimates in this table in constant, undiscounted dollars.  

• List the benefits you can quantify, but cannot monetize, including their timing.
• Describe benefits you cannot monetize or quantify, such as decreases in the risk of extinction of

endangered species.  
• Identify or cross-reference the data or studies on which you base the benefit estimates.
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willingness-to-pay, you may consider the use of alternative “stated preference” methods based on
survey techniques.

4.  How Should I Value Goods That Are Not Traded Directly or Indirectly in Markets?  Some
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surveys).  Moreover, many injury-value estimates from stated preference studies are averages of
specific combinations of injuries of varying severity.  If the average injury severity in such a study differs
greatly from the injury severity addressed by the regulatory action, that injury value will not accurately
measure the value of the regulatory action.  If these circumstances apply, youthetds to describeately
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$4.8 million per statistical life in developing its upper end benefit estimates for its rule setting ambient air
standards for ozone and particulate matter.
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resource is already owned or has to be purchased.  That opportunity cost is equal to the net benefit the
resource could provide in the absence of the requirement.  For example, if regulation of an industrial
plant affects the use of additional land or buildings within the existing plant boundary, the cost analysis
should include the opportunity cost of using the additional land or facilities.  To the extent possible, you
should monetize any such forgone benefits and add them to the costs of that alternative.  You should
also try to monetize any costs averted as a result of an alternative and either add it to the benefits or
subtract it from the costs of that alternative. 

In calculating the incremental costs of a new regulation, you should compare them to a baseline
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Section II:  Accounting Statement
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Category Effects Source Citation (RIA, preamble, etc.)

Effects on State, Local, and/or Tribal

Governments

Effects on Small Businesses
Effects on Wage

Effects on Growth
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Judith D. Bentkover, Vincent T. Covello, and Jeryl Mumpower, Eds., Benefits Assessment:  The State of
the Art.  Dordrecht; Boston:  D. Reidel Pub. Co.; Hingham, MA, U.S.A.:  Sold and distributed in the
U.S.A. and Canada by Kluwer Academic, 1986.
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